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DEPARTMENT OF DEFENSE APPROPRIATIONS FOR 1952 


THURSDAY, JUNE 14, 1951 


Unrrep States SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS; 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 224, 
Senate Office Building, Hon, Joseph C. O’Mahoney (chairman of the 
subcommittee ) presiding. 

Present: Senators O’Mahoney, Hayden, Ferguson, Wherry, Young, 
and Thye. 


OFFICE OF THE SECRETARY OF DEFENSE 
Munitions Boarp 


STATEMENTS OF JOHN D. SMALL, CHAIRMAN, MUNITIONS BOARD; 
REAR ADM. M. L. RING, SC, USN; AND BRIG. GEN. ROBERT S. 
MOORE, SPECIAL ASSISTANT TO SECRETARY OF DEFENSE 


DEFENSE CONTRACTS’ ALLOCATION 


Senator O’Manoney. The committee will come to order. 

Mr. Small, the committee was very much interested in the testi- 
mony you gave at the opening day of the hearing, particularly with 
respect to the steps which have been taken by the Munitions Board 
to promote the distribution of defense contracts among small busi- 
ness concerns. 

Your statement was comprehensive, but some of the members of 
the committee, particularly Senator Wherry, indicated to me that 
he would like to go into the matter with you in a little more detail. 

Are you prepared now to ask some questions, Senator? 


STATEMENT OF HON. KENNETH WHERRY, A UNITED STATES 
SENATOR FROM THE STATE OF NEBRASKA 


LEGISLATION PENDING TO AID SMALL BUSINESS 


Senator Wuerry. Yes. ‘The reason I wanted to ask you some of 
these questions is that I have been contacted several times by Senator 
Sparkman to join with him in sponsoring legislation that would set 
up again a corporation similar to the Smaller War Plants Corpora- 
tion. I think the bill as finally introduced was called the Small De- 
fense Plant Corporation, because one of the arguments presented was 
that small business was not being taken care of in these defense 
contracts, 

In fact, many members of the staff on the Small Business Com- 
mittee have been coming to me, I suppose because of my interest in 
small business, 
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I still have a great interest in small business, although I am not 
a member of the new Small Business Committee—through no lack of 
desire of my own, but because I was not appointed to it. 

They wanted my support on this bill. That is no doubt true of 
our distinguished chairman who is a champion of smal] business also, 
and has been identified in that effort longer than I, because he has 
been here longer. 

The problems that confronted us during World War II are con- 
fronting us again. In view of the fact that Senator Sparkman and 
others are making such strenuous efforts to get this proposed bill 
passed because small business is not being taken care of, I am wonder- 
ing how we can harmonize their statement with yours. Yours looked 
to me as though it had considerable optimism in it that small business 
was being taken care of. 

If I can ask you a few questions, perhaps we can clarify this. 

Mr. Sma. I wish you would ask me about the bill. 

Senator Wuerry. What do you think about the bill? IT know 
enough about the problems, but there were some things in the legisla- 


tion which I would like to study further. I do not know whether the 4 


best way to operate it, for example, would be through a board of 
directors or through an administrator. I think that point can be 
debated. 

Then, to me, the proposed legislation is again permissive. I sug- 
gested some amendments, but there was not anything at the time I 
saw that was sufficiently mandatory, as to the participation of small 
business in the defense effort. 

Even though you set up such a corporation, it seems to me yuu 
would have the same opportunity as is now possible with the Federal 
Reserve or the Reconstruction Finance Corporation, directly, but I 
am not sure about that. 

There are a lot of things in the proposed legislation that need fur- 
ther clarification, although I want you to know that I am interested 
in any legislation in any way that will help small business. 

So I suppose on the floor I would support. the suggested legislation. 

First, I would like to know what you think of the bill and will it 
accomplish what its sponsors are seeking ? 

Mr. Satu. I think the bill, and I am speaking as the Chairman 
of the Munitions Board, and not for the Board itself, because the 
actual language of the amendment— it is an amendment to the Defense 
Production Act, rather than a separate bill—the actual language of 
the amendment has not been studied by the military departments. 
I have not yet gotten a position from the individual departments on it. 

So I can only speak personally as the Chairman of the Munitions 
Board on this particular subject. 

T think the bill, or the setting up of a small defense plant. corpora- 
tion, if you like, could accomplish a great many good things. 

However, I am extremely worried about some of the language in 
the amendment. -I pointed out the dangers inherent in that language 
to Senator Sparkman. He certainly was understanding and coopera- 
tive in discussing the points I brought up. 
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EFFECT OF AMENDMENT 


If you would like to have me do so, I would bring up a few of 
those things here so that you could understand what bothers me 
about the language in the amendment. 

I will read from section 701 (b) (2), which says: 

In any case in which the corporation certifies to any officer of the Government 
baving procurement powers that the corporation is competent to perform any 
specific Government procurement contract to be let by any such officer, such 
officer shall be required to let such procurement contract to the corporation 
upon terms and conditions as may be specified by the eorperatien, 

I suggest to you if we are having a bazooka made for us, and let us 
pick a figure out and say it is $200 and the corporation says, “We can 
make it, but it will not be the quality you want, and we will not deliver 
it as fast as you want, and we want $300 for it,” I do not know how 
we are going to budget and run our business efficiently under such a 
condition, 

senator O’Manoney. That sentence would actually transfer to 
the management of the small business corporation the discretion with 
respect to the military contract. 

Mr. Smauu. That is correct. 

Senator O’Manonry. I started to make a comment about this 
yesterday, Senator. As 1 have seen this matter over committee investi- 
gation for many years, we are dealing with a basic clash. The de- 
velopment of industry in the United States by reason of the improve- 
ment of technology and principally by reason of improvement in 
communications and means of distribution has become constantly 


» more and more national in its scope, and more and more concentrated 


in control. : 
I gave an example this morning to the new Chief of the Bureau 


} of Ships. 


I remarked to him, I suppose that nobody knows better than the 
Bureau of Ships how few corporations in the country actually domi- 
nate the steel industry. It is not necessarily as a result of any partic- 
ular conspiracy. 

The difficulty of making steel is the result of natural growth. It 
has to be made in huge establishments. That is true of almost all 
the great industries. 

The facts show that there are several hundred commodities in daily 
use in the country, in the homes and in businesses which are pro- 
duced in each instance by just a handful of companies. 

Two, three, or four or five corporations produce in many instances 
from 60 to 90 percent of the entire output of the United States. 

At the same time productivity in the United States has tremendously 
increased. Wih less than 7 percent of the population of the world, 
we have over 42 percent of the productivity of the world. 

These gentlemen, not individually, but I mean the representatives 
of the Defense Department, aliaseged with the responsibility of getting 


the weapons of war to equip our forces and being under pressure to 
do the job quickly, it is only natural they should try to go to the big 
outfits and get the work done. 

If we undertake to make the principal object the support of small 
business throughout the country, we will be relegating to a secondary 
aspect the delivery of machines that we need. 
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So, for the most part, I think, to date, your steps have taken in the 
allocation of subcontracts) rather than the allocation of prime 
contracts. 

Is that right? 

Mr. Smarty. No, Mr. Chairman, If you take all of our procurement 
and if you take out of our procurement, segregate out to one side, the 
things that small business cannot possibly make—an aircraft carrier, 
for instance—no small-business concern can build that. No small- 
business concern can build a bomber. You have got to have more than 
500 people to build a bomber or an-aircraft carrier, or tanks. I mean 
these heavy things. They require heavy tools, heavy equipment. of 
all kinds, very large capital investment, and small business per se does 
not have that equipment and does not have those tools and does not 
have the people that you need, and the skills that you would need. 

If you take out the tanks and the aircraft—I am talking about the 
big things which manifestly small business cannot build, and we did 
this with great sincerity to see where we stood—if you take those and 
put them over to one side which leaves millions of things that small 
business can make, small business is getting a little over 40 percent of 
those things that it can make on prime contracts, not subcontracts. 

Senator Wuerry. Will you yield there for a moment? 

Are you talking about the total investment from the military stand- 
point, or are you talking about new defense items ¢ 

I mean in addition to what they ordinarily get. 

Mr. Smatu. I do not know about that. 

Senator Wuerry. Say the military bought quartermaster supplies 
for years and years. They have had a certain percentage. Are they 
getting that percentagewise of this new business, or business that goes 
beyond the ordinary purchase and procurement of the military ¢ 


SHARE OF SMALL BUSINESS IN GOVERNMENT PROCUREMENT 


Admiral Rrne. Could I try to answer that ? 

The figures show that small business is getting 40 percent of the 
total procurement expenditures as of today’s appropriations. 

Senator Wuerry. That includes everything, Ordnance, Quarter- 
master—everything in ordinary channels? 

Mr. Smauu. In time of peace because of the more rigid rules that 
you have to have when you are dealing with the Government, and 
renegotiation, and everything else that is involved, Government busi- 
ness is not normally attractive to the average business concern. 

Therefore, I am quite sure that small business is getting consider- 
ably more than it got in peacetime percentagewise. 

Senator Wuerry. I would like to take this up in chronological 
order. You are going to give us two things that you wanted to point 
out. May I say to you that while that provision might be interprete«| 
as the chairman interpreted it, yet I am sure that provision is in that 
bill because they want action and not just permissive legislation. 

I do not know just what the chairman had in mind, but I am sure 
that is what he is driving at. It is not a question of turning over the 
specifications to small business, but it is an attempt there by the chair 
man to resolve this thing so that they will, be assured by statute that 
small business will come into the picture where it can. 
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I think that is his intention, although I am not speaking for the 
chairman, but I have discussed the matter with him. 

Mr. Smatu. That is our intention also, sir. 

Senator Wuerry. He may not have the proper language, but I am 
sure that. is what he is after. 

Mr. Sma. I agree. 

To me the clear meaning is what is intended. Therefore, what I 
am suggesting is that the language be clarified. 


SUBCONTRACTING TO SMALL BUSINESS 


Senator Wuerrry. What is the second thing that you have in mind ? 

Mr. Sma. This is section 701 (f) (5). 

The corporation shall have the power and it is hereby directed whenever it 
determines such action to be necessary, to obtain detailed information as to the 
methods and terms which Government prime contractors utilize in letting 
subcontracts and to take action to insure the letting of subcontracts by prime 
contractors to small business concerns at prices and on conditions and terms 
which are fair and equitable. 

Senator Wuerry. What is wrong with that? 

Mr. Smatu. We enter into a contract with somebody to make ; 
bazooka, let us say. It is competitive. We get a competitive price 
on this weapon which includes all the bits and pieces. The bazooka 
isa badexample. Let ustakea jeep. The bits and pieces are largely 
chcanitaaed 

If someone can step in and say to the prime contractor, “You let 
that magneto to a large concern and there is a fellow over here who 
can make that, a small business concern, at twice the price.” That 
fellow, if he is forced to take the magneto from the smaller fellow at 
twice the price, must come back to us and say, “I want my price raised.” 

Senator Wuerry. That might be capable of such interpretation. 
What they are after is to see that if the prime contractor gets the 
job, small business as well as subsidiaries, 1f they can make it, shall 
be given a fair share of the subcontracts. 

In the case of a jeep that is done anyway. 


CONSULTATION REQUIREMENT 


Mr. SMALL. Yes, sir. 

The third one is section 701 (f) (4). Iam not sure of my interpre- 
tation of the language, and whether it is right. I am no lawyer. 

Senator Wuerry. That does not make much difference. 

Mr. SMALL (reading) : 
_ The corporation shall have the power to take such action in the letting of 
Government procurement contracts as is necessary to provide small-business 
concerns with adequate incentive to engage in defense and essential civilian 
production. : 

I do not know whether that means subsidy, or what it means. It is 
bothersome, 

There is one more item. That is section 701 (e) (3). It says: 

It shall be the duty of the corporation * * * all Government agencies are 
required before issuing orders limiting or expanding production or granting 
priorities to enterprises. * * * 

Before we grant the priority we must consult and cooperate witb 
the corporation. 
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Senator Wuerry. That is the proposed Defense Plant Corporation / 

Mr. Sma. Yes. 

Before we issue a priority we have to do that, and we issue priorities 
by the millions. Every order we pass out is a priority. We put our 
priority on it. 

Before we issue a purchase order, technically under the language 
of that particular section, we have to go to the smaller defense plants 
and say, “Can we do it?” 

Senator Wuerry. What they want is to have you at least consult 
with the Director of the Corporation. 

Mr. Smatt. I think as to how we issue them policywise; yes. If 
each transaction has to be handled that way, I think the detail would 
bog down the Government. 

‘his thing, if carried out, and I have explained this to the chairman, 
would do that. 

Senator Wuerry. If they are to set it up, they ought to get it as 
practical as they can and accomplish the purpose. 

Senator O’Manonry. The only criticism is it would create a bottle- 
neck. 

Mr. Sma. It would create an administrative bottleneck that would 
be impossible. It could stop war production. It would certainly 
impede it if you followed it out in its entirety. 

Senator Wuerry. What assurance do you have that the agency 
would consult with smaller defense plants so that small business would 
get its share of these contracts ¢ 

Mr. Smaui. You have my assurance on behalf of the Department 
of Defense, we will consult them. I do not know how you would 
word it to make it mandatory on us to do it, but, nevertheless, we 
would do it. 

Secondly, I again point out on prime contracts on the things they 
can make, we are giving them 40 percent, and the percentage 1s 
rising. 

On subcontracts we are taking very strong measures with the con- 
tractors to enforce subcontracting to the maximum. 

Senator Wuerry. I thank you for that constructive suggestion for 
that bill. I am going to look into the record and see what we can 
do about it when the bill, if it does get out on the floor, comes up. 

Taking your statement now that you gave before the committee, 
and I did not get to hear you on Thursday, June 7, in the third or 
fourth paragraph on page 8, during the period July 1950 to March 31, 
1951, small business received 67 percent out of the number of contracts 
awarded by negotiation, which represents 12 percent of the dollar 
value. This percentage is also increasing in that while during the 
month of April small business still received approximately the same 
percentage of contracts awarded, it received 27 percent of the dollar 
value. 


DEFINITION OF SMALL BUSINESS 


When I looked that over, I went back and found your definition of 
small business on the third paragraph on page 1, which is as follows: 


In the Department of Defense small business is one in which the aggregate 


number of employees, including its corporate and partnership affiliates, is less 
than 500. 
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Is that your rule / 

Mr. Smauy. That is our rule. That was in the Selective Service 
Act of 1948. It was in the definition earlier than that that was recom- 
mended by the Small Business Committee. I am not sure whether it 
was in the Senate or wee House, but it was back in 1947. 

Senator Wuerry. I do not quite agree with you on that. I have 
here Public Law 759, chapter 625, second session, Eightieth Congress. 
This is title I, section 18 (a). I reads: 

Under any such program of national procurement, the President shall recognize 
the valid claim of American small business to participate in such contracts, in 
such manufactures, and such distribution of materials, and small business 
shall be granted a fair share of the orders placed, exclusively for the use of 
the Armed Forces or for other Federal agencies now or hereafter designated 
in this section. 

For the purposes of this section, a business enterprise shall be determined to 
be “small business” if (1) its position in the trade or industry of which it is 
a part is not dominant, (2) the number of its employees does not exceed 500, 
and (3) it is independently owned and operated, 

There is all the difference in the world in that definition. 

Senator O’Manonry. It is an unaffiliated company. 

Senator Wuerry. That will throw your figures completely off. 1 
can take your definition and arrive at figures completely in contradic- 
tion to your figures, unless you take that full definition. You can 
take a subsidiary of some of the largest corporations in the United 
States and fit it to your definition. 

Mr. Saux. Our feeling has been, and I do not know whether this 
is right, or not, that we have the numerical criteria, 500, and by in- 
ference, including its corporate and partnership affiliates, which seems 
to me that by inference that gives us the test of independent owner- 
ship and operation. Whether it does it, or not, I do not know, but we 
tried to put that in. 

Senator Wuerry. Your definition on 500 or less is not the definition 
that was used by the Small Business Committee in its determination 
of what small business is. I think you would arrive at completely 
different figures under your definition. 

I do not want to argue with you here, however. I know that you 
are very fair minded. 

We are trying to arrive at some help here for small business. I am 
just saying your figures percentagewise are thrown clear out of line 
on this definition compared with what is intended by the definition 
contained in the law. 

Senator O’Manonry. The question is simply whether or not you 
use the criterion of 500 employees as the sole criterion of small 
business, 

Mr. Smaty. We used the criterion of 500 people because we thought 
that was right. That is 500 people including the corporate and 
partnership affiliates. 

[f you have got three or four companies under the same owner- 
ship and they altogether have more than 500, they are not small busi- 
hess, any one of them. They may be all small business individually, 
but together, because of their partnership affiliates, they are not. 

Senator O’Manoney. Do you have a regulation to that effect ? 

Mr. Smauu. Yes. 

Senator O’Manoney. Please read it. 
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Admiral Ring. The regulation which appears in the Armed Serv. 
ices Procurement Regulation reads: 

A small business is one in which the aggregate number of employees, the busi- 
ness concern and its affiliates, is less than 500. 

Senator Wuerry. I do not think that covers it. You have not got 
that domination. 

Mr. Smauxu. We are working on this problem of domination wiih 
the National Production Authority, and the Defense Production Ai- 
ministration to try to work out a new definition which is workable. 

Senator Wuerry. Before you answer, you can speak to this, too. 
I do not want to interrupt you, but even the affihates, or the sub- 
sidiaries ought to be subject to the same rule. 

Mr. Smauy. Exactly, whether it is affiliates, subsidiaries, or how- 
ever they are connected. It is 500 people in total. 

Senator Wuerry. But that does not clear you on the 500. 

Senator O’Manoney. It says, “in the aggregate.” 

Admiral Riva. It does, I think. 

Senator Wuerry. In the aggregate of your affiliates and subsidi- 
aries. That is 500 of those. 

Do you apply the other two tests? Are they dominant in their field / 

Admiral Ringe. That is what I would like to speak of, if the chair- 
man will permit. 

I think we apply two of the three tests. Less than 500 and inde- 
pendently owned and operated is applied to the test. We have tried, 
Senator, to make a workable operating scheme here where the indi- 
vidual contracting offices stationed all over the United States would 
be able to get, minute by minute, certification from the businessman 
himself. 

Does he qualify, or not? I can tell you of firms of less than 500 
people who are dominant in a particular industry, but the attempt to 
make that a workable thing for every procurement officer in the coun- 
try to test dominance in connection with each procurement is, in m) 
opinion, administratively impossible. 

Senator Wuerry. There is the point. That might be so. 

I know one thing: You cannot just take this old rule of thumb that 
because a man comes in and says, “I employ less than 500,” that you can 
classify him along as a small-business man, That is impossible. 

I just looked that over in the third paragraph. That would also 
include his affiliates. He might have a parent company here with 
less than 500, a subsidiary with less than 500, and another one over 
here with less than 500. He could come in under the rule. 

It goes much further than 500. I do not think you can make a figure 
500 or 400 or 600, or any other figure and say, “Here, because they 
have got less than 500 employees, they are small business. 

Senator O’Manonry. I think it is clear from the regulation which 
was read that the 500 employees refers not to the corporation which 
may get the contract, but to that corporation and all of its affiliates or 
subsidiaries. 

Senator Wuerry. Even that does not comply with the definition. 

Senator O’Manoney. It does not include that domination, but it 
includes two of the three. 

The testimony is that it would be administratively difficult, if not 
impossible, to determine domination. 
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Mr. Smatyu. We would welcome language which would tell us how 
to show domination. 

Senator Wuerry. I think I know a bit about that. We have tried 
to write that rule for many years, and it is very difficult, and when 
I glanced at your statement immediately this old rule of 500 came in. 

“After all the work we have done, who is dominant? It seems to me 
that was shunted aside when you made your percentage figures. 


SHARE OF WORLD WAR IL CONTRACTS TO SMALL BUSINESS 


On the interpretation we had under this when I was on the Small 
Business Committee on an analysis of our own we felt that during 
World War II that small manufacturing firms received only 35 per- 
cent of the volume of the war production. We arrived at that figure 
and.we felt that was not enough. 

I will tell you why, and I do want to put this in the record. 

I do not know what the figures show now, but when I left the com- 
mittee numerically there were 3,960,000 small businesses in operation 
in the United States. Percentagewise they represented 98 percent of 
the industrial firms, not the dollar volume, but the number of firms. 
They account for 50 percent of industrial employment. Those figures 
might be more today. 

Mr. Smauu. That 3 million figure you are talking about, does that 
not include all of the service industries They are not all manufac- 
turing. 

Senator Wuerry. That is the number of small industrial firms. 

Admiral Rivne. I think what the chairman is talking about is: Does 
not that include the corner grocery store and the filling station ? 

Senator Wuerry. It means all small business that can contribute 
to defense production. Some are manufacturers, some are distributors, 
some are fabricators, and all the way through. 

Mr, Saux. All we are dealing with is manufacturers. We are not 
dealing with the corner grocery. We are not dealing with the corner 
drug store. 

Senator Wuerry. What I am talking about is goes into the small 
manufacturing plant and the smal] distributors that ought to come 
into this pieture. You are doing business with the distributor ? 

Mr. Swauu. In certain instances. It is up to us to get the Govern- 
ment the lowest cost on its armament program that we can get. 

Therefore, they should deal with the manufacturer. 

Senator Wuerry. Is that figure comparable to the 27 percent ? 

Mr. Smauu. No, sir. 

Senator Wuerry. Is your figure of 27 percent correct? 

Mr. Smaxu. As I tried to express it here in the statement which I 
made, the 27 percent is direct contracts by the Government with the 
little fellow. 

In addition to that, and many times the dollar volume of our prime 
contracts, are all the subcontracts they get in peace or war. 

Senator Wuerry. I did not mean that. What figure can you use 
to compare with the volume percentagewise that small business is 
getting today, as to what they got in World War II. Would it be 
this 27 percent ? 

Mr. Smauu. No; it would be above 35. 

However, I cannot prove it. 
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NEED FOR A SMALLER WAR PLANTS CORPORATION 


Senator Wuerry. I would like to get your best judgment. Dollar- 
wise I do not believe it gives the story. 

To show you what I am after, let us take Nebraska. I am not trying 
to be selfish, but this can be applied to Nebraska, because I am better 
acquainted with Nebraska than other States. It is not a large manu- 
facturing State, I know. It might not be comparable with other States 
as to manufacturing facilities, but, at the same time, I continue to 
get requests from competent manufacturers who say, “Why don’t we 
get business?” 

I want to read a letter to you from the Omaha Industries, Inc. It 
is kind of a unique thing. I do not know whether the chairman knows 
about it, but a group of concerns have grouped together, pooled their 
interests and production facilities, in an effort to get defense contracts. 

Then they will farm it out to the manufacturers in Nebraska who 
are qualified to take hold of it. They received very favorable commen- 
dation nationally for their work in the last war. They did a real 
service in war production. 

This letter is dated May 19. It reads as follows: 


On April 26 the Defense Production Administrator, W. H. Harrison, requested 
Omaha Industries, Inc., to resume operation of a production pool for the pur- 
pose of speeding defense work through prime and subcontracts. Attached is a 
photostatic copy of this request and approval pursuant to section 708 of the 
Defense Production Act of 1950, Public Law 774, Eighty-first Congress. 

Omaha Industries, Inc., has been reactivated and has as affiliates approxi- 
mately 100 smal] manufacturers in Nebraska and western lowa, During the past 
90 days the management and directors of Omaha Industries, Inc., have been 
attempting to secure defense contracts in this area and have met with no success. 
During the past week while contacting procurement officers in Washington and 
the St. Louis ordnance districts with our director, Donald L. Harding, it was 
evident under the present method of sending out and placing contracts at the 
lowest bid price, irrespective of location or size of plant, and regardless of 
whether or not the facility might financially bankrupt itself because of obviously 
too low a bid, that an injustice under the national emergency was being done to 
sinall business. 

In addition terrific waste is occasioned by manufacturers making these bids 
and resulting in poor distribution of contracts on lowest bid basis. During World 
War II Omaha Industries, Inc., successfully performed on 65 prime contracts 
in an amount of approximately $15 million, which function permitted the 
spreading of war contracts to available small facilities in this area and made a 
very definite contribution to the winning of the war. Evidence is many letters 
of commendation received from high ranking officers of the armed services. 

Up until the time the Smaller War Plants Corporation was created, Omaha 
Industries was successful in receiving only one contract. During the life of 
the Smaller War Plants Corporation during World War II sensible and business 
like application was made to divide up on a district basis total national require- 
ments, allowing each geographical district to negotiate with small manufacturers 
within that district, knowing that allocations would be within that district. Thus 
a minimum number of bid invitations were sent out, not wasting manufacturers’ 
time in bidding and placing the business where it was most needed and could 
be best performed for the Government. 

In our opinion Omaha Industries, Inc., is testimony to the efficiency of the 
Smaller War Plants Corporation since over 90 percent of all contracts they re- 
ceived were through the service and cooperation of the Smaller War Plants 
Corporation under the capable leadership of Robert Wood Johnson. While 
Omaha Industries has resumed its operation, we are extremely fearful of secur- 
ing any defense orders in this area without the help of such an agency parallel- 
ing the Smaller War Plants Corporation headed uv by a businessman not an 
appointed politician. 
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It is our considered judgment that regardless of the well-meaning cooperation 
of various governmental agencies interested in small business, that unless an 
agency which has authority to take allocations, distribute them district-wide, 
there is little chance for small business in Nebraska and western Iowa, or 
nationally, to get any consideration or help from procurement officers interested 
onty in letting contracts indiscriminately as to size and kind of facilities involved. 

Omaha Industries, Inc., strongly endorses the recreation of a smaller war 
plants corporation as the only means of fair and competent treatment of small 
business. 

That is signed by Clarence L. Kirkland. 

I understand his reasons for wanting a defense plant corporation, 
but the thing I want to address my questions to is: 

What about his system of district-wide letting of contracts? Is 
that being done this time ? 

Mr. Smatu. To a very considerable degree. Do you want to talk to 
Omaha Industries ? 

Senator Wuerry. Yes; because I am going to find out what we have 
done in Nebraska. 

Before I get to that pointed question, I would like to ask first: What 
do you think about this letter outside of the creation of a smaller war 
plants corporation? We have our own opinions about that. 


POOLING CORPORATIONS FOR DEFENSE CONTRACTS 


Mr. Smauu. The pool idea, I think highly of. That is a way in 
which local groups of one, two, five people, in a little machine shop or 
sheet-metal shop can get together. if they have strong leadership 
with the technical skills and inspection tolerances, you can civateb 
together a lot more than you could do by having a procurement officer 
say that “I can give a contract to a plant with five people in it.” 

It is awfully hard to administer and inspect. We have not got 
enough people to do it. 

If you are dealing with a group of these small plants and together 
they can use their various individual skills and tools »nd tolerances, 
they can accomplish a great deal more than they can cdo individually. 
This Omaha Industries, Inc., is a case in point. 

One of the difficulties about these pools is that you cannot just say, 
“Let’s form a pool,” and go ahead with it. You have the law to 
consider. You have the Walsh-Healey Act. All those things are 
restrictions on what we are allowed to do under the law. 

You have to go through certain legal prerequisites before a pool 
can be established and before they can deal with the Government. 

In the case of Omaha Industries that was done. This pool was 
established in April. It was approved in April, is what I mean. It 
had to be approved by everybody, by Justice, the Defense Production 
Administration, the National Production Authority, everybody. It 
is not an easy thing to do, but they did do it in this case. 

I have here a press release which is dated April 26 for immediate 
release by General Harrison on the Omaha Industries. From the 
26th of April when this was finally cleared by these departments to 
May 19, when he wrote his letter, is not a very long time to expect that 
they would have been able to get in and say, “We can do this and 
that.” and be given contracts. 

a do not have a bushel basket of contracts the instant they are 
cleared. 
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Senator Wuerry. None of those industries in that pool have re 
ceived contracts prior to that time, anyhow, in Nebraska. 

Mr. Smatu. No; but the formation of the pool is a method by which 
contracts can flow to them, 

Senator Wuerrry. Our office talked to Mr. Kirkland within the past 
week. He is not having any better luck. Three or four Omaha In- 
dustries’ people were down recently. I suppose they contacted you. 
They have not been successful in getting any defense contracts. 

Will they have to rely upon the proposed Defense Plant Corpora- 
tion to get the contracts? They claim 90 pereent of what they got 
before came through the Smaller War Plants Corporation. 

Mr. Saat. I can assure you, Senator, this Omaha Industries, Inc., 
is being, and will continue to be, carefully studied by each of the 
departments to see what business they can be thrown. 

Senator Wuerry. I thank you for that. 


NEBRASKA’S SHARE OF DEFENSE CONTRACTS 


Let me read a letter I wrote to you, It is just to refresh your 
memory. This is dated May 26, and reads: 
Thank you very much for the information contained in your letter. I would 


like to have more specific information, particularly in relation to military pro- 
curement that has gone into the State of Nebraska— 


especially in view of these percentage figures you have given. 


You state in paragraph 2 of your letter as of March 1951 a total of $41,645,000 
worth of Army contracts have gone into Nebraska. I would like to have a break- 
down of the nature of those contracts as I am under the impression they are 
quartermaster food purchases which are normal purchases and do not reflect 
the letting of contracts for defense preduction which was the subject of my 
inquiry. 

I have not received a reply to this letter yet, have I ¢ 

Admiral Ring, The thing is in work and we are trying to develop 
the information for you. 

Senator Wuerrry. You do not know about that / 

Admiral Ring. I hope to know within a few days, before the end 
of this week. 

Senator Haypen. I would like to ask a question, Mr. Chairman, 
in connection with this. 

Was any investigation to determine whether or not in the end 
it cost the Government more money to do business that way than the 
business would cost. otherwise in connection with this Smaller War 
Plants Corporation made / 

Not that I am objecting seriously to that, because I realize if they 
stay in business they pay taxes and help to balance it out. 

Was it more expensive to do business through these smaller plants 
than it was otherwise ¢ 

Mr. Smaut. If you are talking about manufacturing, it is inherently 
more expensive to do it through a multitude of little ones than big 
ones. That is axiomatic. 

However we have got to do it. We have got to save these smaller 
enterprises. ‘The extra cost in many cases applies to the big fellow 
because the smaller concerns can produce a gadget cheaper because 
their overhead is lower. 
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Senator Haypen. By and large, do you think it is a substantial drain 
on the Treasury ¢ 
Mr. SMau. No, sir. 


NEED FOR AID TO SMALL BUSINESS FOR LARGER SHARE OF DEFENSE CONTRACTS 


Senator Taye. Mr. Chairman, I would like to remind Mr. 
Small of this: That during World War II I could say to several 
instances where subcontracts had been let to small plants in the State 
of Minnesota and where those small plants were able to absorb the 
freight on an item such as pistons. I am now speaking about those 
that came to St. Paul. They were able to absorb the freight from 
Michigan to St. Paul, to pay the freight back at less money than 
that piston had ever been tooled, or could have been tooled under a 
contract in the State of Michigan, 

Therefore, I think that in most instances while the overhead may 
be greater to have a multiple contract, yet the individual specific item 
will be tooled or rhachined or cast and fabricated at a lesser sum than 
you could get it under the big prime contract, or under some big manu- 
facturing concern. 

I think the wholesomeness of it is you are protecting the small- 
business man against being wiped out. He would be out of existence 
when the emergency passed over and when you were trying to re- 
establish your economy on a normal basis. 

So there can be no question but what we must exert every effort 
to contact the cities, whet her they be Omaha, Nebr., or St. Paul, Minn., 
or wherever they might be, to make certain if that small business is 
able to perform and do the business he becomes a part of the industry 
that contributes toward the war effort in order that we do not destroy 
the economy of this Nation and find ourselves weakened when the 
emergency 18 over. 

I think that you must have an agency in every State representing 
you that will make every effort in order to assist the small-business 
man in first knowing where to go to get a subcontract, and, second, 
helping him to execute the affair so that he can participate in the 
program. 

[ believe in that manner, while your overhead may be greater, the 
over-all cost to the Government is going to be less because contracts 
are going to be cheaper in the final determination. 

Senator O’Manoney. I think it only proper to say at this juncture 
that, after having listened to the testimony of Under Secretary Lov- 
ett and the testimony of Mr. Small and Secretary Pace and the others 
who have been before the committee already, I am convinced that 
their purpose is that which was expressed by Secretary Lovett, and 
[ think which has also been expressed by Mr. C. E, Wilson, that rec- 
ognizing the importance of maintaining the economy of the United 
States, they also recognize the importance of having small business 
share in these contracts. 

As we turn more and more of our productive capacity to the output 
of defense material, if small business does not participate, the econ- 
omy to that extent would be undermined and greatly weakened. 

I was impressed particularly by the statement.of Under Secretary 
Lovett that he recognized that the economy of the United States, by 
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which he meant the productive capacity of the United States, is its 
primary military asset. 

Senator Wherry, you have some more questions ? 

Senator Wuerry. I was right in the middle of this letter. 

Mr. Smatu. I thought you had finished that. I am sorry. 

Senator Wuerry. I would like to get back to this letter. I agree 
with the statements made that the purpose of the agency is to help 
small business. 

After all, the proof of our good intentions is the results. Personally, 
I do not agree with the interpretation that-you placed on small busi- 
ness in your definition. Maybe we are together on that. Maybe you 
have done what I think ought to be done, but your observation in the 
letter does not seem to me to come within what I figure is the 
definition. 

So I would like to have you, if you will, answer this letter because 
that is a part of it. I would like to have a complete answer to that 
letter, if I can, on what your interpretation is and how you arrived 
at those figures. 

In the second place, I am not giving you generalities. I am not 
making any statement here generally about the purpose of small 
business.” I am just giving the facts. 

I have an abiding faith in this man Kirkland, who has done mar- 
velous work out there, patriotic work, in getting these industries to- 
gether. I am giving you percentagewise what they got before and 
what they are getting today. That isthe point. 


LARGER SHARE OF DEFENSE CONTRACTS REQUESTED 


My information is that only one small contract has been let directly 
by the Navy Department in Nebraska. That is to my good friend 
Goodall, who makes some fuzes, I think. There may be some sub- 
contracting let by private industry that we know nothing about. I am 
talking about direct contracts. 

What is true in Nebraska is true of all the Midwestern States. 

Senator Youne. You are doing better in Nebraska than we are in 
North Dakota. Tomy knowledge, we have one. 

Senator Wuerry. I hope you will not think me selfish. Nebraska 
is more or less the guinea pig because what is true there is pretty 
largely true of States that are similar in regard to production. We 
are largely agricultural. I admit that. We do have some good indus- 
try there, however. We do like to keep it going. So far, Omaha 
industries, which represent over a hundred competent manufacturing 
concerns, has received no defense contracts. 

This is after they have been in contact with procurement officers for 
several months and I think very judiciously. 

Now this $41,645,000, which your letter states has gone into Ne- 
braska, I have not had that answer yet, but my feeling is that does 
not include manufacturing contracts that have been directly made 
under new defense procurement. 

T mean it may represent contracts that have been historically let for 
meat, food, and so forth. Maybe I am wrong on that, but [ would 
like to know about it. 

In other words, if it is not too much trouble, so that we can get this 
complete picture before us, I would like to have a breakdown of that 
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$41 million, There ought to be evidence to show whether or not that 
$4} million, which is no doubt included in your 27 percent, is the 
ordinary routine quartermaster procurement in Nebraska, or whether 
it is $41 million due to new defense production to which I think we 
are entitled. 

Mr. Sma. As I said earlier, we have to go back to the departments 
to get the figures. When we got your letter, we imediately went back 
to the departments to get the figures on the individual contracts 
making up the total. We will give you those figures and a break- 
down of what they are. 

Senator Wuerry. If you have let $41,000,000 in contracts, let us 
see what they are. If there is any question as to whether or not we 
are getting our percentage of procurement out there, I would like to 
see the facts. If it is just the routine purchases for meat that have 
been going on out in Cake for years, we appreciate that. 

Mr. Smauu. There is the American Coleman Co., Omaha, Nebr., 
tractor towing model CF-55, Air Force, $9,513,065. 

Senator Waerry. Was that a direct contract with the Govern- 
ment ? 

Mr. Sma. Yes, sir. 

Senator Wuerry. When did you let it? 

Mr. Smauu. Between July 1 and April 1951. 

Senator Wuerry. Is that after Korea? 

Mr. Smauu. Yes; between Korea and now. This is one of the many 
contracts let out there. That is $9 million for one contract of which 
certainly there is no counterpart in peacetime. That is not normal. 

Senator Wuerry. I would think that would be new business. 

Mr. Smaux. That is $9,513,065. 

Senator Wuerry. That was let prior to the time this letter was 
written on May 26? 

Mr. Smarty. We presume so. 

Admiral Rivne. This was between July 1 and April. It must have 
been prior to the letter, sir. 

What I am trying to say, this is part of the incomplete informa- 
tion. We are trying to assemble all the information. 

Senator Wuerry. Do you have any other contracts there? 

Admiral Rina. Your statement on food is correct. There is meat 
and noodles. 

Senator Wuerry. How much was the meat? 

Admiral Rrve. There is meat and noodles for $730,274. That was 
in Nebraska City with the Otee Foods Products Co. There was one 
with C. A. Swanson for food—chickens and canned vegetables. 

Here is a contract for facilities with Mason Silas Co. of Grand 
Island, $865,933. 

Here is Metcalfe Hamilton in Omaha, an construction contract, 
$943,789. 

Then there is the Parsons Construction Co., of Omaha, $644,828. 

Senator Wuerry. Those are public works. 

Admiral Ring. Here is one for the rehabilitation of the load line, 
Parsons Construction Co. of Omaha, $2,869,000. 

Again we have Parsons Construction Co., rehabilitation of Nebraska 
Ordnance, $642,000. 

This information is not yet complete. 
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Senator Wuerry. I appreciate that. I do not want to put you to a 
lot of extra effort to accommodate me. : 

There is one contract there in the amount of $9 million that I am 
interested in. I think the rest of it comes within the category of 
what we have been talking about. 

hg the record, I want you to break it down in regard to every- 
thing. 

Mr. Smatx. The admiral is on my staff. 

Senator Wuerry. I want to include the Navy, the Air Force, and 
everything. 

If you will do that for me, I will appreciate it. I am telling you 
now that I am going to do all that I can to get everything for smal! 
business in Nebraska. 

Senator Tuyr. Will the able Senator from Nebraska include some 
a the sister States, like Minnesota, Wisconsin, and North and South 

akota ¢ 

Senator Wuerry. I would include Wyoming. 

Senator O’Manoney. That is a concession. 


MILITARY SERVICE TO SEEK CONTRACTORS FOR DEFENSE WORK 


Mr. Smaru. I have been assured by the services that in these States 
where we show low percentages of procurement volume, the services 
are going out and are going to seek contractors within those individual 
States—North Dakota, Nebraska, Arizona, Wyoming. They are going 
to send people out there and look for the contractors. 

We are flooded with people looking for work, but in contrast to 
that, we are going to look for people to do the work. 

Senator Youne. Please include North Dakota, too. 

Senator Tuyr. Mr. Chairman and Mr. Small, there are some very 
skilled mechanics, toolmakers, and any type of skilled mechanics that 
you are seeking, who are scattered across the United States, the Mid- 
west, everywhere, if you can just find them. They are not the men 
that are able to come here and find you and find the type of a contract 
that they are qualified to fill. They are out there if you can find them. 

I do not want to labor this committee with referring to specific 
States, but the granite works at Cold Springs, Minn., was the com- 
any that made a great contribution to the marine and marine engine 
ee being able to tool and able to do machine work on some of the huge 
castings because of their crane construction in that plant because they 
have been handling granite rock. 

There is an example. They are there if you will just have your 
agencies aid in finding them. After they are found, you can aid them 
to participate in these contracts. 

You saw small plants doing some of the most precise tool work 
that was needed in the development in some of the new armament 
programs during World War II. They are there today, but they do 
not know how to proceed to make contact with you. You are going to 
have to have agencies in those States aid in finding them and have 
them get the subcontracts or the initial contracts that you are going 
to let. 
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FIELD OFFICE FOR SMALL BUSINESS PLANNED 


Mr. Smatu. Senator, in partial answer to you, I want to answer spe- 
cifically to one point, and then make a general observation, if I can. 

We are setting up and have been setting up and are continuing 
to set up a sma business group of apo sriate im procurement. offices 
in the field. Those people have a charter. They have obligations 
and that includes this particular item that is to assist Federal, State, 
and authorize private agencies if requested, in making an inventory 
of the productive facilities of small business concerns and arrange 
to furnish those agencies such data concerning small business sources, 
facilities, and capablities as the procurement office may have on hand. 

In other words, these small business specialists, one of their major 
functions is to find out what.skills, what tools, what capabilities there 
are in the area and to)see to it that not only the Government knows 
about it, and the procuring officers know about it, but the primes know 
about it, because the great bulk of the skilled toolmakers and these 
smaller concerns are really going to get their business, not in making 
the bazooka or making an end product, but in contributing to the 
making of something like a tank or an armored vehicle. 


MATERIALS ALLOCATION 


One thing I may dispell a little of the fog around is this: In 
this munitions effort that we are now in, for direct munitions alone, 
we are taking less than 10 percent of the steel of the country as of 
this moment. We will peak it at 15 percent of the steel of the country 
if all goes well and this pattern continues, That is not much. That 
isa small amount of steel. 

Aluminum is much heavier. We are around 30 percent now and 
we will go up to 35 percent. That 35 percent of aluminum or 10 
percent of steel, whatever it is, is taken by the civilian agencies across 
the board for guidance. 

Industry, as you know, last year was using all the steel there was 
and all the aluminum there was. Now in order to get weapons they 
take it away from a lot of people to put it in the airplanes or the tanks. 

Senator O’Manoney. You say that you are using only 10 percent. 
Can you tell us how much has been allocated to you pereentagewise ? 

Mr. Swarx. They allocated roughly 8 percent for the third quarter 
of this year. That is 8 percent of the steel of the country. Alloca- 
tions start under the controlled materials plan for the third quarter 
of this year. 

Senator O’Manonry. I asked that question because it has been dis- 
covered that an allocation of steel sufficient to complete a pipeline 
for the delivery of petroleum from existing wells and existing fields 
in Wyoming and Nebraska was denied by the Defense Production 
Administration for the third quarter because a sufficient allocation 
of steel had not been made to the Petroleum Administration for De- 
fense. That is not a matter that comes within your jurisdiction ? 

Mr. Smaxv. It is within our knowledge, however. 

Senator O’Manoney. Over-all, I think it is important to the Muni- 
tions Board because petroleum is an essential fuel. 

Senator Wuerry. May I ask a question there, inasmuch as you 
brought it up, Mr. Chairman? 
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When you let these contracts for defense, do they carry a priority 
so that you can get the steel once you let the contract? You feerve no 
trouble about that? 

Mr. Smatu. Everybody has trouble. 

Senator Wuerry. I mean you have your difficulties getting your 
allotment, I suppose. If you are to have 10 percent and they gave 
you 8 percent, have you had any difficulty in letting contracts and 
then being confronted with the contractor who says he cannot get the 
allocation of steel ? 

Mr. Sma. We have had trouble, for the most part, unjustified, be- 
cause a fellow got a contract and expected to go right into a mill and 
get delivery day after tomorrow. He is lazy. He expects a priority 
to do his purchasing for him. 

I cannot say that we have been having too much trouble from the 
inability of our contractors to get materials. Here and there we run 
into bottlenecks on specifics like bearings or certain kinds of steel like 
nickel steel. 

But taking the broad picture, our people have been able so far to 
get their material. 


EXPANSION OF RESOURCES 


To answer the chairman’s question, we are taking, let us say, 10 
percent, a little less, at the present time. We have under way in this 
country, as you know, an expansion of resources—steel, aluminum, 
copper, pipelines, railroad cars, everything that you can think of. 

The purpose of that is to bring the economy back to the point in 
terms of resources where we can do most of the things which we did 
back in 1950, b>fore Korea, in the not-too-distant future, and still sup- 
ply the military. 

Each one of these individual segments of our industry has come in 
with demands for expansion, su much so that the total demand for the 
third quarter of this year, I am told by the Defense Production Ad- 
ministration shop—and they are certainly sincere with me and not 
trying to kid me—is 135 percent steel of the country which has been 
asked for for so-called essential things. 

People are trying to do too much too soon. The military is not. We 
are spreading this thing out. 

Senator Fercuson. Did I understand you to say 135 percent? 

Mr. Smatx. Yes. Of the requests that have come in. 

Senator Fereuson. They are not military ? 

Mr. Satu. No; including about 10-percent military. 

Senator Fercuson. But that is 125 percent, then ? 

Mr. Smatu. Of the total steel of the country. People say they need 
that. That is everything. 

Senator Wuerry. Are you the claiming agency for small business 
in that? 

Mr. Satu, We are the claiming agency for the military Depart- 
ments. 

Senator Wuerry. For small business? 

Mr. Smatu. Including big business and small business. 

Senator Wuerry. They are not asking for your expanded authority. 
But you are the claiming agency to whom we would go to help get 
steel for small business under the contracts? 

Mr. Sma. To us if they have a contract with us. 
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PROCEDURE ON ALLOCATION OF MATERIALS 


Senator Wuerry. But we would like to know. You sit on the board 
where the allocations are made, or a representative for you sits on the 
board ( 

Mr. Smatu, Let me explain it. The Joint Chiefs tell the military 
what they want done. They want 18 divisions plus some combat 
teams. They want 1,161 naval vessels. They want 95 air groups not 
later than June 1952. Those are translated through the tables of 
equipment into bazookas, jeeps, and Garand rifles. 

Those things are translated into procurement schedules, planned 
schedules. 

When are you going to get this 18-division force and the weapons 
for it? You have to have your schedule of production to meet that 
need. 

Then you take the tank or the gun, or whatever it is, and translate 
it back in terms of steel to “When must that be rolled on the steel 
mill ?” 

We figure out those things, take those figures over to the Defense 
Production Administration to the shop Mr. Gibson is now running. 
We say that we need so many tons of steel for the third quarter, which 
is the total for the Army, Navy, Marine Corps, and Air Force, for 
all of our contractors and for our navy yards, for our ordnance 
arsenals, 

Senator Frerauson. Do you take into consideration when that field 
can be used ¢ 

Mr. Smatu. Yes. We say to our contractors and the National Pro- 
duction Authority says to them through their regulations: “You must 
not have more steel than a practicable working minimum, which is 
ordinarily considered 60 days.” 


DETERMINING TIME STEEL MAY BE USED 


Senator Ferauson. That was not my question. 

Do you consider when the steel can actually be used ? 

Mr. SMALL. By the contractor ? 

Senator Ferauson. Yes. 

Mr. Sma. He is not allowed to have steel or aluminum or any- 
thing else in his hands in his inventory above a supply that will carry 
him forward through the next 60 days. 

Senator Ferguson. That does not quite answer my question. 

This 135 percent is an estimate as to when they will use the steel. 
You have not any way of knowing whether the military will use that 
10 percent during that quarter? 

Mr. Smaxxi. Yes. In the third quarter, as an example, the indi- 
vidual contractor submits to us a controlled-materials-plan form. He 
says: “I want so many tons of carbon steel for such-and-such pur- 
pose. 

Let us translate it into tanks. He is making tank armor. He 
needs it for that. 

I have an inventory of this much steel. I use this much a month. 
I am asking for the third-quarter allocation, which will carry me 
through the quarter and leave me at the end of the quarter enough 
inventory to keep me running in the event of a railroad wreck. 
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But I have enough to carry me over a slight hump—60 days or less. 


Therefore, when we issued the allotment, which is done by depar 
ments—I will go back again for a minute and explain. 

Senator Wuerry. W All you start in again‘as long as you are answe! 
ing the question, but answer as to how you do it. 

Mr. Smauu. The services give us their requirements, which we chec\ 
and squeeze the water out of. They never ask for too little. We try 
to get them to the minimum. We fight at the Requirements Com 
mittee DPA for our share of the steel. We get whatever they give us 

The Munitions Board gets that. We take that steel, and the Muni- 
tions Board says that the Navy, the Air Force, and the Army asked 
for so much and will now get so much for their programs. We dis- 
tribute that steel among the three services. They, in turn, distribute 
it among their programs, and the contractors who are working on the 
programs, 

They claim to us on the basis of programs so much per tank, per 
gun, et cetera. You allocate it back to them. If they are short, 
they have to figure out where to put it. 

Senator Fexcvson. They are getting all they demand ¢ 


CUT BY DEFENSE PRODUCTION ADMINISTRATION 


Mr. Smauu. We got cut 25.percent. 

Senator Wuerry. Who does that ? 

Mr. Smauz. The Defense Production Administration. 

Senator Wuerry. Who is on that committee / 

Mr. Smatu. About 15 of the major agencies are on that committee. 

Senator Wuerry. You get into a huddle and put. your requests on 
the table and thrash it out ? 

Mr. Smau. Yes, if you want to be precise about it. 

Take the case of steel. The steel requests are considered at the steel 
level first by the NPA technicians to be sure they think the thing is 
right. Then it goes up to another committee which is working all 
the time. They call that the Program Adjustment Committee, where 
they compare the programs, the pipelines, the railroad cars, this, that, 
and the other, and the military included in that comparison. 

They come up with a judgment as to what they think. 

Senator Wuerry. That is a review committee / 

Mr. Smarty. Yes. Then it goes up to what they call a Require- 
ments Committee, which is in Mr. Gibson’s shop, on which are quite 
a number of the major claiming agencies. There the decision is 
reached as to what the agency gets in each case. 

I am going to see to it that the Ar my, the Navy, and the Air Force 
get the steel that they need. 

Senator Fercuson. For what quarter were they cut? 

Mr. Smaux. The third quarter. We were cut from about 10 per- 
cent of the steel of the country to about 8 percent of the steel of the 
country, on condition that if we actually found that was not enough 
they would give us enough. 

Senator Wuerry. Is there any board above that board to whom you 
can appeal ? 

Mr. Sma. Yes, sir. 

Senator Wuerry. What is that board? 
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Mr. Sma... That is to Mr. Wilson’s staff, and to him personally. 
Senator WHERRY. Is that final 
Mr. Smatu. No, sir. 

FINAL APPEAL 


Senator Wuerry. Where do you go from him / 

Mr, Smauu. Lf necessary, we would go to the President. 

Senator Wuerry. This top board ‘does most of this allocating. 
Have you ever revised your figures to this one, that one, or the other 


> one for any purpose / Have you had to make adjustments among 


vourselves percentagewise for steel 4 

’ Mr. Smatw. The first allocations made to the claiming agenc les are 
being currently made for the third quarter of this year. We have 
never prev iously had the controlled-materials plan in this emergency. 

Senator O’Maunoney. I think, to supplement some of the various 
questions, may I ask : Is the Munitions Board represented on the De- 
tense Production Administration { ¢ 

Mr. Smauy. Yes, sir; on that committee. 

Senator O’Manoney. So, you are sitting in all the time on the 
allocation of these materals ¢ 

Mr. Smauu. That is right, sir. 

Senator Wuerry. Will your other claiming agencies and that top 
board really finally determine this allocation 

Mr. Smatu. That is right. 

Senator Wuerry. The only appeal is to Charles Wilson ?¢ 

Mr. Smauu. Yes, and beyond him if need be. 

Senator Wuerry. I wish you would answer Senator Ferguson’s 
quest ion. 

Senator Ferauson. You are cut back from 10 percent to 8 percent 
of the steel in the third quarter with that understanding ! 

Mr. Smauu. On the understanding that, if we needed more, it would 
be given to us. 

Senator Fereuson. This would indicate in the third quarter there is 
going to be a deficiency of 25 percent, which is 125, but it leaves a 
deficiency of 25 percent in conan manufacturing stale of muni- 
tions for the third quarter. 

Senator O’Manoney. It includes every use of steel. 

Mr. SmAux. It is a net deficiency, really. All of these people have 
padded what they say they need. 

Senator Frreuson. Has the military ? 

Mr. Smauu. No, sir. Did you expect me to say we have? 

With sincerity, I would say the requirements are not padded. 

Senator Feraguson. You would not be to blame on the question later 
if it turns out they are padded. 

As General Knutson used to say, you cannot produce chickens any 
faster by putting two hens on the nest. Therefore, when your manu- 
facturers of your munitions say they will have the capacity to get such- 
and-such orders out during the certain period, you may find later they 
just are not able to get them out because of engineering and various 
other things. You would not be at all to blame. 

| want to know your opinion on that. 

Mr. Smaty. We have had a great deal of experience on this in the 
last war. We are familiar with this. The same pattern will be 
followed this time that was followed last time. 
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However, we may find that our estimates of what our contractors 
need, or even the statements by our contractors as to what they need, 
are in error on the high side, and we will throw the tickets back at the 
Defense Production Administration and say, “Give this to somebody 
else. 

Senator Frereuson. Your judgment today is there will not be a 
deficiency of 25 percent, that they will get all the steel they really 
need ¢ 

Mr. Smatu. No; I did not say that. I said the people have asked, 
or have estimeted that much. I am talking about outside the military 
now. They have estimated their needs at 125 percent of the stee| 
of the country. Do they need all of that? I am sure they do not. 

Senator Frreuson. Would it be 25 percent they do not need? 

Mr. Sma. I think they are going to beshort. 

Senator Fercuson. How much? 

Mr. Smaru. I do not know. That is not my province. I do not 
know these figures. 

Senator Frercuson. We would like to know that. That is within 
our province. 

Mr. Sma. Yes, sir. The man for you to get the figures from is 
Mr. Gibson. 

Senator Wuerry. How are you going to get out of anyone that 
they have padded their steel requirements any more than the military ! 

Mr. Sma. You can get a lot out of it. 

Senator Wuerry. I will venture every claiming agency that goes 
before your committee will say “Absolutely, we have got to have this 
steel.” Is that right? 

I would want them to say that if they were representing me as a 
contractor. 

Mr. Smatt. I went through this once before and I happened to be 
the matériel officer. 

Senator Wuerry. I want to compliment you. I did not mean to 
infer you would not do your duty. I cannot see how you can bring 
these other claiming agencies up based upon what their allocations 
are and have them say, “We are asking for 25 percent more, or 15 
percent more, or 5 percent more”, on the theory that their requirements 
are padded. 

r. Smatu. They are not going to admit they padded it, and they 
will not admit they do not need what they are asking for. Everybody 
‘annot have as much as he is asking for. 

Senator Wuerry. You can say that about the military. 

Mr. Smauu. They are not getting as much as they ask for. 

Senator Wuerry. They must have padded it, then. 

Mr. Sma.u. No, sir. 

Senator O’Manoney. In the last analysis, the Defense Production 
Administration has to make the judgment as to whether or not the 
particular facility for which the steel is requested, or the other ma- 
terial, is essential to the war effort, or whether it overbalances civilian 
activity at the expenses of the military. 

I would think that the rule must be quite definite in the Defense 
Production Administration that what is needed for defense is de- 
livered to the proper defense agency. 

Mr. Smauu. That is the reason for the agency. 
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Senator O’Manoney. I want to revert a bit to the original question. 

Senator Wuerry. Before you do that, Mr. Chairman, what Senator 
Ferguson is interested in is if it is true this figure of 135 percent is 
final, that business outside of defense contracts is going to have a 
pretty hard time in the third quarter. Is that not your point 4 

Senator Frereuson. Yes. 

Senator Wuerry.: That would affect a lot of these small businesses 
that do not have defense contracts. 

Mr. Smauu. It is not a cut down. It is because they want to go 
ahead faster than they were going ahead. 

Let me present another thought and maybe this will clarify it. 


STEEL PRODUCTION 


We have been increasing steel capacity of the country. I think by 
this time this year that steel capacity has been incre: ased to the point 
that new capacity which did not exist a year ago is now enough to 
take care of munitions. 

In other words, speaking roughly, that the rest of the country is 
getting the same amount of steel they got a year ago. 


EFFORTS TO KEEP STEEL FROM BLACK MARKET 


Senator Youne. What is being done to keep steel from going into 
the black market, if anything? The problem that we have out in 
North Dakota is that the small fabricators are practically shut down. 
They can get all the steel they want in the black market, but not from 
regular Government sources. 

Senator Fercuson. I hope you will cover that. That is important. 

Did you see the statement that K. T. Keller made in regard to scarce 
material and the black market? 

Mr. SmMAuy. I don’t know. 

Senator Fereuson. I sent a memorandum to you on that. That is 
the question that is facing so many steel users, the black market. 

Mr. Smatu. If we found one of our contractors selling into the 
black market, you know what would happen to the contractor. 

Senator Frreuson. I hope I do know. 

Mr. Smatu. The major problem of the black market is the prob- 
lem of the Defense Production Administration and the National Pro- 
duction Authority, not the military. 

Ninety percent of the steel of our country is going into things that 
we have no control over whatever. 

Senator Ferguson. For the third quarter you cut automobiles back 
how much? 

Mr. Smatu. We have not cut anything back. 

Senator Frreuson. They have been cut back. 

Mr. Smauu. Yes, sir. 

Senator Frreuson. How much? 

Senator O’Manoney. I think we have gotten off the track here. 

Senator Frrevuson. But this is important. 

Senator O’Manoney. Yes; but I merely am pointing out we were 
assembling for the purpose of discussing the appropriations which 
are being | made for military purposes and this morning Mr. Small 

84975—51——9 
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yas answering interrogations with respect to what is being done to 
distribute military contracts to small business. He does not have 
jurisdiction over the allocation of scarce materials. 

Senator Fercuson. But, Mr. Chairman, this committee is going to 
have to determine the amount of money to be appropriated for muni- 
tions. 

Senator O’Manoney. That is right. 

Senator Fercuson. We are going to have to know how it affects the 
priv: ite economy of small business. 

Therefore, we have got to go into that question. 

Senator O’Manonry. This is not the witness from whom we will 
get the direct information. 

At the proper time we will have Mr. Gibson down here. 

Senator Fercuson. Knowing Mr. Small, I assumed he knew all 
the answers. 

Senator O’Manonry. He is one of the most informed witnesses who 
ever came before this committee. 

Senator Frerevson. He has a general view of this whole picture. 


CONCENTRATION OF INDUSTRY AND DISPERSAL OF NEW FACILITIES 


Senator O’Manonry. I would like to call your attention, Mr. 
Small—and I may be violating my own rilecto a map which has been 
prepared in the Library of Congress with respect to the distribution 
of tax amortization certificates for defense facilities. This map shows 
clearly that the darker areas, being the areas in which certificates of 
amortization have been granted, have been the major centers where 
there is the largest peacetime concentration of industry which will 


result in expanding the facilities in this concentrated area and will 
afford, it would seem to me, a very easy target in the event of war. 

I have felt that is closely rel: ited to the problem of small business, 
that some effort ought to be made to nite at least a better geo- 
eraphical distribution with respect particularly to the construction of 
new facilities. We had that battle during World War IT. 

So many of the facilities at that time were being built right along 
the coast line. and later there was an effort made to move some of 
them into the interior. 

We seem to be making the same mistake again. 

Mr. Smauti. We are out of my territory on that. We had nothing 
whatever to do with the granting of tax-amortization certificates. We 
do recommend on some where we think we have an interest, but my 
information is from the Defense Production Administration. and 
they get out a monthly report that is quite complete, that about half 
of the tax-amortization certificates so far, or a substantial portion, of 
them, are for the steel people and a substantial portion for the 
aluminum people. 

In those cases you undoubtedly have economic reasons for the 
locations. 

Mr. Gibson’s office does have all the data. They do have the exact 
record of what each one of these e xpansions was. It is public prop- 
erty. I do not think it is restricted. They will give it to the com- 
mittee any way and explain fully what they have done on these tax 
certificates. 
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As far as the problem of dispersal is concerned, we are extremely 
concerned about it. We do not want the targets too concentrated. 
There are places, however, where you just cannot help yourself. — 

For example, if you want more sheet capacity or plate capacity, 
you cannot put the plate mill out in the sticks somewhere. It has 
§ vot to be adjoining the place where you are making steel. 


3 


32 


| ~~ Senator O’Manoney. There are many aspects of the thing. That 
| e is perfectly well recognized. I think in view of the discussion that 


has taken place here today, that it is appropriate that the record 
should make note of the existence of this, because Senator Sparkman 
and I are offering an amendment to the Defense Production Act, the 
purpose of which will be to stimulate as far as possible the dis- 
nersal of these new facilities. That will, in turn, have a relation- 
ship to the development of natural resources which are not presently 
being used and also it will have a relationship to this problem of small 
business. 

Mr. Swati. You understand the great bulk of these are not muni- 
tions. . 
Senator O’Manoney. I understand that perfectly well. I under 
) stand also in many of these instances the amortization certificates 
® have been granted for expansion plans that have been prepared long 
> before Korea, and may not themselves have any direct relation. 


‘ I want to say that the record to date has to me, at least, indicated 
| that the Munitions Board, m awarding these contracts, has taken 
> ® some definite and effective steps toward the distribution of contracts 
q 


to the small businesses of the country. 

[ was interested, of course, in the question raised by Senator Wherry 
| » with respect to the definition of small business. 
I would like to suggest to you, Mr. Small, that you might con 
sider including in that definition something that I will suggest to you. 


FURTHER DEFINITION OF SMALL BUSINESS 


You stated the first day that you appeared here in the following 
wWnguavge: 

In the Department of Defense a small business is one in which the aggregate 
number of employees, including its corporate and partnership affiliates, is less 
than 500. 

The only factor of the definition contained in the act cited by Sena- 
tor Wherry that is not included there, is the one of dominance con- 
cerning which both you and he indicated that it would be rather 
difficult to write the definition, particularly when the Munitions Board 
has to bear in mind that when it requires a particular instrument to be 
made, it might find difficulty in getting a contractor, or many con- 
tractors who are competent to manufacture it. That would be per 
fectly true with respect to patented gadgets of one kind or another. 

[ want to suggest the possible inclusion in that definition words to 
this effect: 

r other units in any form of common ownership. 


lt would, [ think, bring in every possible union that you could have. 
Mr. Smauu. We are very sympathetic and we will go to work on it 
and try to redraw the definition to make it as positive as we can. 


Rebbeie nin sens 
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I must say I am baffled on this dominance business as to whether 
they are, or not. In the greater bulk of our procurement a firm uncer 
500 could hardly be dominant. Maybe on some jewel bearings, of 
which we make little or none in this country, or something like that 
they could be, and I know that we have one firm which is an exam 
It is a small firm in New Hampshire that makes small bearings. 

There are only two plants in the country like it. They are sm.|| 
business. They come under 500. So it is not a clear-cut one. We have 
been working on it with the civilian agencies, trying to find something 
that would make sense. We have not found it yet. ‘We would welcome 
any suggestion. We will take that one because that will pin it dow: 
even more. 

Senator O’Manoney. When you eliminate the subsidiaries and thie 
affiliates and the common ownership of any kind, direct or indirect, 
you come pretty close to identifying independent competitive enter- 
prise. 

When you have done that, I think you have done a great deal. 

Senator Young, you indicated earlier that you had a question or 
two to ask. 

Senator Youne. I got my questions in, Mr. Chairman. 

Senator O’Manoney. Mr. Small, the committee is very much 
obliged to you. Lam sorry it has taken so much time, but we will write 
this down as one of the payments we make for having a free Gov- 
ernment. 

Mr. Smatu. Thank you, Mr. Chairman. 

(Thereupon, at 11:50 a. m., Thursday, June 14, 1951, the hearing 
was recessed until 10 a. m., Friday, June 15, 1951.) 
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